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Microeconomics



Price of coffee (S)
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Demand and Supply
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Quantity of coffee (kg)

Hevenue
Pe x Qe
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Quantity of thingies

Consumer Surplus
1/2(a-c) x b
ex. 1/2(20-10) x 10 = 50
Producer Surplus
1/2(c-d) x b
ex. 1/2(10-0) x 10 = 50



(3) Producer revenue

Si+tax

Producer revenue (before tax)
| s poned = (Pe-0) x (Qe -0)

: Producer revenue (after tax)
Quantity =(C-0)x((Q1-0)

Price ($)

Government revenue from tax
=(P1-C)x(Q1-0)

Tax Burden for Consumers
e bden = (P1-Pe) x (Q1-0)
i Tax Burden for Producers
o = (Pe-C)x(Q1-0)
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(a) Increase in producer revenue
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Quantity supplied

(b) Change in consumer expenditure
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Price (8)

Quantity supplied

(c) Amount of government subsidy
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Quantity supplied

Subsidies

Increase in Producer Revenue
=(D-Pe)x(Qe-0)+Dx(Q1-Qe)

Change in Consumer Expenditure
=(P1-0)x(Q1-Qe)

Amount of government subsidy
=(D-P1)x(Q1-0)



Price of printing ($)

Potential

I

welfare gain

Externalities

MPC

MSC
Positive

extemality Welfare
= (P1-P2)x(Qe-Q1)x1/2




Theory of the FiIrm



Price ($)

Abnormal Profits/Losses

The firm The firm AC determines AC
i+ MC=MR MC . the cost per’umt
determines 2 1 MC
the quantity\ AC 9 .
&- ..........
N — AD D Losses
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mal / |
CpressssSEE=E , |
:\ :\ MC=MR
| AC determines : determines
' the cost per unit : the quantity
0 q - 0 q g
Quantity Quantity
Abnormal Profits L osses

(P-C) x(q-0) (C-P)x(q-0)



Price (cents)
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Second Degree Price
Discrimination

First Bar = 30 x 50 = 1500
Second Bar = 20 x 100 = 2000

D=AR
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50 100
Quantity of text messages (per month)
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> (Domestic) Tax Revenue

=e+d
= (Q4-Q3) x (Pw+T - Pw)
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Domestic revenue before trade

PutT S (World) + tariff = Pe x Qe

Price of wheat ($ per ton)

R

, S (World) Domestic revenue after trade
g! h | : j 1k i D - 9

0 Q @Q & o = Pwx Q1
Quantity of wheat (000s of tons) Domestic revenue after tariff
=a+b+c+g+h
Figure 22.2 A tariff on wheat imports =(Pw+ T)x Q3
Dead Weight Loss (Inefficiency) Foreign revenue before tarift
=C =h+i+]+Kk
= (Pw+T - Pw) x (Q3-Q1)/2 = Pw x (Q2 - Q1)

Foreign revenue after tariff
=1+ |
= Pw x (Q4 - Q3)

Loss of Consumer Surplus
= f
= (Pw+T - Pw) x (Q2 - Q4)/2



= 4 S (Domestic)
Q
g S (Domestic)
a +subsidv
&
3
S - N S Domestic revenue before trade
E P +subsidy |--- = Pe x Qe
.
o 5 S (World) Domestic revenue after trade
|
! = d
D
|
o Y T = Pw x Q1

Domestic revenue after subsidy
=a+e+f+g+Db
= Pw x Q3

Foreign revenue before subsidy
=pb+cCc+d
Dead Weight Loss (Inefficiency) = Pw x (Q2 - Q1)
=d

= (Pw+Subsidy - Pw) x (Q3-Q1)/2 Foreign revenue after subsidy

=Cc+d
= Pw x (Q2 - Q3)



Price of wheat ($ per ton)

S (Domestic)

S (Domestic)
+Quota

Quantity of wheat (000s tons)

Dead Weight Loss (Inefficiency)
= |
= (PQuota - Pw) x (Q4-Q3)/2

Loss of Consumer Surplus
=Kk
= (PQuota - Pw) x (Q2 - Q4)/2

Domestic revenue before trade
= Pe x Qe

Domestic revenue after trade
= a
= Pw x Q1

Domestic revenue after Quota
=a+C+d+f+1+]

= PQuota x Q1 + PQuota x (Q4 - Q3)

Foreign revenue before Quota
=pb+c+d+e
= Pw x (Q2 - Q1)

Foreign revenue after Quota
=g+h+D
= PQuota x (Q3 - Q1)

Domestic producer's minimum revenue
=C+d+ |
= (Pw + PQuota) x (Q4 - Q3) x 1/2



